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REPORT OF INDEPENRDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Dircctors and Stockholders of Time Wamer Telecom, Inc.

We have audited the sccompanying consolidated balance sheets of Time Warner Telecom, Inc. as of
December 31, 2004 and 2003, and the reluted consolidated statements of aperations, stockholders’ equity, and
cash flows for cach of the three years in the period ended December 31, 2004, Our andits also included the
fingncial statement schedule listed at page F-1, These financial statements and schedule are the responsibility of
the Company's management. Our responsibility iy to express an opinion on these financial statements and
scheduale based on our audits.

We conducied our audits in avcordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit (o obtain reasonable assurance
about whether the financial statements are free of material misstatement. An gudit includes examining, op a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
sssessing the sccounting principles used and significant estimates made by mansgement, as well as evaluating
the overall (inancial stalement presentalion. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the firancial statements referred to above present fairly, in all material respects, the
consolidated financial position of Time Wamer Telecom, [ne. at December 31, 2004, and the consolidated results
of its operations and its cash flows for cach of the three vears in the period ended December 31, 2004, in
conformity with U.S. generally accepted accounting prnciples. Also in our opinion, the relaled financial
statement schedule, when considered in relation to the basic financial statements taken as & whole, presents
fairly, in all material respects, the information set forth therein.

We aiso have audited, in accordance with the standards of the Pablic Company Accounting Oversight Board
{Linited States}, the effectiveness of Time Warner Telecom, Tne.™s internal control over financial reporting as of
December 31, 2004, based on criferia established in Inmtersal Comrol-Intagrated Framswork issucd by the
Committce of Sponsoring Organizations of the Treadway Commission and our report dated March 14, 2005
expressed an unqualified opinion thereon.

I/ Brast & Young LLP

Deavar, Colorado
March 14, 2008




TIME WARNER TELECOM INC,
CONSOLIDATED BALANCE SHEETS

December 31, 2604 and 2003
2684 2083
{mmonts in thrusands,
except share amounts)
ASSETS
Current assets:
Cash and cash equivalents ... ... . i e e e $ 1304052 353032
PR o T T G 302,454 125,561
Receivables, less allowances of 311,413 and $13,011, respectively (&) ...... ... 45,551 A2.960
Prepaid expenses and other CUtrent 853818 ... oo v ie e ircr i e e 13,088 10,511
Deferred income taxes (ote J) oL ot e i e 12,510 22414
Total CHITERL A5501S . .o it it e 503,661 554,487
Property, plant and 6quipment .. .. ..o n i as 2,336,338 2,215,523
Less accumnlated deprecialion ... . . e b et {1,033,246) (832.276)
1,303,092 1,363,247
Deferred Income XCS (N0 5 L oL ittt ihe et ea it e trisa it narans 46,267 36,060
LT L T 26,773 26,773
Other assets, net of accumulated amortization oote 1) . ..o o i i e 25,795 25,316
O 80T L . o o i ittt ittt $ 1,905,588 2,005,883
LIABILITHES AND STOCKHOLDERS' EQUITY
Current Habilities:
Accounts parable () L. e i 5 42504 40006
Deferred revenne ., .. oo, e e, 20,229 20,0583
Accruad taxes, franehiseand otherfess ... Lo i e 69,001 72,951
Accrand BDIEPESL . . .. i 44 265 35,678
Accrued payroll aad Beneflls ... . i e e ia e 23,209 28,402
Avcruedd CAITICI COSES L. .1ttt an s i anrmnen et naes e 531,056 61,459
Current portion debt and capitad kzase obligations (notes 3and 73 ... L. 1.387 528
Other current Habilities L .. e i i e i 30,089 30,650
Tatal current Habillaes . ..o i i e iaa s 281,740 298214
Long-term debt and capital lease obligations (notes 3and 77 ..ot 1249197  1,203.383
Orher fong-term liabilities L. .o . i e e 7493 6,487
Stockholders’ equity:
Praferred stock, $0.01 par value, 20,000,000 shares authorized, no shares issued and
OUESEANAIIIE oL iy i e e r e i —_ —
Class A common stock, $0.01 par valuc, 277,300,000 shares authorized, 49,868,947
and 49,355,252 shares issucd and outstanding in 2004 and 2003, respectively ... 499 493
Class B common stock, $0.01 par value, 162,500.000 shiges anthorized, 65,936,658
shares issued and outstanding In 2804 and 2003 .. ... .. .. ool L, 639 659
Adduiona] paid-in capital ... L e i 1,172,440 1,169,633
Accumulated other comprehensive income, net of tBXeS .. ... ool s — 417
Accurmnlated defleit .. e e s {806,440 (673,403}
Totad stockholders” equily .. oot e 367,158 497799
Total Habilities and stockboldery” equity .. oo e o i, ce.. 51905588 2.005,883
(a)  Intludes receivables resulting from transactions with affiliates (note 4) ... .. ... % 1,997 4332
{1 Includes payables pesulting (rom transactions with affillaes (note ) ., ... L. 3 8,844 6,092

Ses accompanying notes
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TIME WARNER TELECOM INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2004, 2003, and 2002

2004 2003 2002
{amounts in thousands, exeept
per shiare wmounts)
Revesue {a):
Dedicated transport SBIVICES L .0 cr i e e $332,577 361,038 373928
e SBTVICES < i i e e 157,905 152,789 146,304
Drata and Bernet 8orvies ..o vttt vt c e it ra et 124805 104576 50293
IntCrcantier COMPEnSAON . . ..t it e 37800 51,188 85049
TOta] FEVEIEE L L\t et ir e et e 653,087 669,501 695574
Costs and cxpenses (b):
OPOLBINE L ottt et e e e e e i 261,283 264,322 279351
Selling, generad and administrative ... .. e et iaraanaaans 178,317 172925 227,007
Bepreciation, amortization, and aceretion ... oov i ien e 230,688 223504 237310
IMmpairment 0f 885818 <o vttt e e e e — — 212,647
Total costs M BXPERBES .. ..t rtirriaaeeas 670,290 661,151 956,335
Operatng inCome (oSS} + oy v e e i s {17,203} 2440 (260,761}
THLEECSE BXPRASE o .o vttt et it aa e i s i ra e et a e e (122,391} (103,642 (107279
TNtTESL HIOOTIIE . L. s vttt it tm ettt it emar e aan et e raranctenoraneny 6,483 5,858 5845
Investmuent gains{iosses), BEL L . 0 iy in i i e et e T10 3,504 (3.240)
Loss before income taxes ang cumulative effect of change in accounting
DIBCEPIC L. oot e e e {132,401 (853500 (365435
Income tHX eXPEnSe {0 5 Lot e e e 636 1,021 600
Net loss before cumulative eifect of change in accounting principle ..., .. (133,037) (86,371} {366,035)
Cumulative effect of change in accounting principle {note 1. ooooius s, — 2,985 —
L $(133,037) (B9.336) (366.035)
Amaunts per common share, basic and diluted:
Loss before cumulative effect of change in accounting principle . ..., $ a1y 0.75) (3.19)
Curnelative effect of change in accounting principle (note 13 ... .. .. ... - {1,033 e
B e Lo R S O P $ {115 {078} {3.19)
Weighted average shares outstanding, busicand diluted ... .o il 115,665 114998 114,786
{a) Includes revenue resulting from transactions with affiliates fnote 4} ... § 19866 33378 31,757
(b  Tncludes expenses resulting from transactions with affiliates (note 4.
OPBIALING L. vt et v e e et e ot e e e S 4746 3.685 2,630
Selling, peneral and administrative . ...... ..o one o e $ 2,176 1,594 1,041

See accompanying notes
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TIME WARNER TELECOM INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2004, 2003, and 2002
264 2003 22
{ataounty in theusands)

Cash flows from operating activities:
(133037 {89336 (366033

[P T T PR S .
Adjusintents to reconcile net loss vo ast cash provided iy operating atnivities:
Depreciation, amordzation, and GCTEHON .. ..o iai e e 230,688 223904 2393510
Commulative «ffect of changs in accounting prisciple ..o v — 2,965 —
Amottization of deferred debt 15SUs CORIE . L. . ot i et e 4417 4,514 4,375
tmpatrment of zescrs related o restructure charge .o - s {694
Hinpeirment of deferred debr Issug CO8tS ... uiii i 8437 - 1,951
IrvestmenE (GAINS) JOSSES, NBL L. aere e s e (i (3,994 3,240
Inpairrrent OF ASEEES L. o st e .- - — 212,657
Stock bused compenseton | ... ... ... e e e s £ 164 1481 1,545
Changes in opetating assets and Tiabifities, ner of the effect of aceuisitions;
Receivables a0 OHEr 355808 1. . o1 o u ottt et et m sy {8,358 17490 18,662
ACCOUDLS PAFARIE + Lo e e e e {1,440 LiTr 507
R TT B Ta1 oo o=a AU N R R 10,148 391 (1.504)
Accred payrolland benefits ..o e e A {5,193y (2639 3033
Other carrent Habilies .. ..o e e raras e v (19568)  (3LI154y (5464}
Averued reSITECIURS CORE .. ov .. i e — {196 (224D
Net cash provided by pperaning acuvings .. .. .. T 86,541 123621 81566
Cash Hows frony Investing activities:
Capiml expendiures ... oo et (167,820 (125,697 (14,8313
Purchases of IMVESIMENTE .« ..o oveer i omoan s e (546.948) {260308)  (8.346)
Proceeds from mamrities of Investments . ... ..ot e 373,155 134947 2ZT.000
Proceeds fram sale oF 855018 oL ot iei i a i ce e s e 734 176 2412
Procecds from sale of IVESIBIIS .. ..o v vu e e 782 4,357 —
Orher investing BOHVIHES . ... vt e 1318 e —
Net cash used In investing actvities . ... ... e e e {338,770 (230,685 (83,963)
Cash flows from financing activies:
Met procesds from issuance of debt ... e —_ — 2VETTO
Repayment oF debl ... ... e e e — (240007 (50000
Net proceads from issuance of common stock upon sxercise of stotk options ... ..., 686 06 145
Net proceeds from issaance of comman stock in connection with the employes stock
puechaseplan. ... ..o e e e i 953 233 222
Retirerent of debt obligasions ... ......... e e e {396,000) — —
Nt proceeds Trom dssuance of debit ..o Lo 425,858 — —
Payment of capiial teass oBLigations ... oo a i e e {2258y (3455 {387%
Net cash (used in) provided by financing activities ... ... 29,249 (263647 163259
(Decrease} increase in cush, cush equivalents, and cash hokd i sscrow oo (Z2.980) (133,428) 140,560
Cash, cash aquivalents, and cash held in eserow at beglaning of year .. ..., 353,032 S06460 365,600
Cash, cash equivalents, and cash held fa eserow mtend of year ... oo u $ 150,052 353012 306,460
Supplemental disclosures of cash How information:
Cash paid for toterest .. ..ooeenon s e e $ 103,027 (01393 105040
Tax benefir related to exercise of non-gualified stock options ...l $ e {T00) —
Cash paid for INCOME MRS ... ovviarv i imaurve.s e e % T 1,332 ___&Gz
Cancellation of eapital lessz obligation ... ... ... civiii i 3 -— 3,194 1,307

Addition of capital letse OBTZAION ... oo e § 4,004 3182

See secompanying notes
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TIME WARNER TELECOM INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY
Years Ended December 31, 2644, 2003, and 2602

Accamufated
Common Siock other
Additional cumprehensive Total
Class A Clas B pald-in  incomeJoss), Accomulated  slockholders®
Shares Amount Shares Amount  cupital et of taxes deficlt edpuily
{umsounts in thowsunds)
Sulunce atJamney 1,2002 ... .. 48780 B48B 65837 3899 1,465,804 ) (Z18.032) 938,713
Change in gnirealized holding gain
for availablo-for-sale vecarizes,
neroftages ..o —_ - — —" i 595 e 395
R S —_ — _— — — - (366,035 {366,035)
Comprehensive 1085 ... ... — — e — — o~ —_ {365 440)

Shases issucd for cash in connecton

with the exercise of stock

OPEONS . ... H, e — o 143 — — 145
Sluares dned Tor tash In conneston

with the smployee stnck parchase

e IR 167 1 . — ¥y — — 222
Stock-based compensagion .. ... ... 25 — — s 1,595 — — 1,595
Balance st Decomber 31, 2002 ... 43,001 S548% 65337 BGR0 1,107,765 339 (584,067 583,238
Change in unrealized bolding gain

for gvailable forsale scourities,

A O TXES v e — P o — —_ 28 e i3
WNoeloss ..o o - —_ — — e — (59336} {89,336}
Coporchesive loss ... ... ... e e en — —— e e (89,304}
Shares issved for cash in coanceiion

with the exercise of stock

OPIOAS .0 v rniae e e 214 2 e o 104 — B 16
Shares igsucd for cash in conndction

with the amployes §tock prrchase

£ R RPN 150 2 — — 283 — —_ 283
Stock-besed compensation .. ...... e e - .__ﬂ i — 1481
Bafanoe at December 31,2003 ... £9.353 5403 31037 5689 1,169,633 417 {673,403} 497,799
Change tn unrealized holding gain

for avatiable for-salz securities,

RErafaxes .o i iie e ann. e — — — oo “4in — {417
NEEIOSS couveanriir s cniniseen e — —_ — s — (133037) (133,037
Comprehensive foss ..., ......, o — — — — s — (133454
Shares issued for cash in connection

with the exercise of s1ock

OPUEBAE L. e 23 3 o — 683 — - GH6
Shares issucd for cash in connecliun

with the emploves stock purchase

PHIE .o 200 2 - . o6l e — 963
Forfoimre of restricied swoek ... (14 e — - — e — -—
Srock-based compensaion . ... . 95 1 - = 1,163 - e I, 164
Balunee at Decemnber 31,2003 ... ., 42,869 ;Sﬁ’i £3,937 %EE?M 1,172,440 - {806,440 367,158

See accompanying notes
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TIME WARNER TELECOM INC.
NOTES TO CONSCLIDATED AND CONDENSED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Accounting Policies

Description of Business and Capital Stracture

Time Warner Telecom Inc. (the “Company™), a Delaware corporation, is a leading provider of managed
network solutions to business customers in 44 metropolitan markets in the United States, The Company delivers
data, dedicaled Internet access, and local and lony distance voice services.

The Company has two classes of common stock outstanding, Class A commaon stock and Class B common
stock. Holders of Class A common stock have one vore per share, snd holders of Class B common stock have ton
voles per share. Bach share of Class B common stock is convertible, ar the option of the holder, into one share of
Ciass A common stock. Currently the Class B common stock is collectively owned directly or indirectly by Time
Warner Inc, ("Time Warner™), Advance Telecom Holdings Corporation and Newhouse Telecom Holdings
Corporation (“Advance/Newhouse™) {(collectively, the "Class B Stockbolders™. Holders of Class A common
stock and Class B common stock gensrally vote together as a single class. However, some matters require the
approval of [00% of the holders of the Class B common stock voting separatcly as a class, and some maiters
require the approval of 4 majority of the holders of the Class A comman stock, voting separately as a class. As of
December 31, 2004, the Class B Stockholders had approximately 93% of the combined voting power of the
outstanding commor stock and were represented by five members of the Board of Directors.

The Company also is authorized to issue shares of Preferred Stock. The Company’s Board of Dirsctors has
the anthority to establish voting powers, preferences, and special rights for the Preferred Stock. No such voting
powers, preferences, or special rights have been established and no shares of Preferred Stock bave been issued as
of December 35, 2004,

Basis of Consolidation

The consolidated financial stutements include the accounts of the Company and all entities in which the
Company has a controlling voling interest {“subsidiaries™). Significant intercompany sceounts and transactions
have been eliminated. Significant accounts and transactions with Time Warner, Advance/Newhouse and their
affiliates are disclosed as related party transactions.

Cash Equivalents

The Company considers all highly liguid debt instrements with an original maturity of three months or less,
when purchased, to be cash equivalents,

Investments

Marketable equity securities held by the Company were classified oy available-for-sale. Accordingly,
marketabie equity securitics were included in other assets at fair value, Unrealized holding gaing and Josses on
equity seeurities classified ay available-for-sale were carried, net of taxes, a5 a component of acenmulated other
comprehensive income in stockholders” equity. Other equity investraents whichh wore not considergd marketable
securities and in which the Company's ownership interest was less than 2085 were generally carried at the lower
of cost or net realizable value, Realized gains and losses are determined on & specific identification basis.

As of December 31, 2004, the Company had sold its rcemaining shares of marketable equity securitics. For
the twelve months ended December 31, 2004, the sale of securities yielded a gain of $716,000 and proceeds of
$752.000,

E7




TIME WARNER TELECOM INC.
NOTES TO CONSOLIDATED AND CONDENSED FINANCIAL STATEMENTS——(Continaed)

Marketable debt securities are classilied as held-to-maturity a5 the Company has the intent and ability to hold
the securitics to matarity. Held-to-matarity sccurities are carried at amortized cost, whick was $429 million at
December 31, 20604, The fair value of marketable debr sceurities ks not materiaty different than the smoriized cost.

During the year ended Devember 31, 2002, the Company recognized a net loss of $3.2 miilion on
investtnents. The net Joss included $2.7 million in losses related to marketable secoritics whose decling in valae
was not femporary in natre and a $1.0 million impairment on an equity invesiment in a non-public compuny that
is not considered a marketable security. These losscs were partially offset by a $400,000 gain on the exchange of
shares in a privately held company for shares in & publicly heid company.

Duzing 2002 and 2001, the Company recognized aggregate $6.6 million impairment on equity investwnents.
The impairment charges represent the difference between historical prices of the investments and their ostisated
fair value as of the date of financial statements. The Company recorded these charges based on its conclusion
that the investee companies had not executed their business plans as originally anticipated, in part due o the
adverse economic conditions surrounding the telecommunications and technology sectors during 2001 and 2002,
and had conducted further financing activities that dilwted the value of the Company’s investments. The
subsequent financing activities at these companies served as independent indicators that the impairment was rol
temporary. The estimates of net realizable value were primagly derived from the financing activities st these
companies.

Receivables

The Company performs ongoing credit gvaluations of significant customers’ financial conditions and has
established an allawance for doubtful accounts based on Qe expected collectability of all receivables. In certain
cases, the Company requires deposits from customers that it decms to represent a higher credic risk. A higher risk
of collcetability is assigned to certain customers with deteriorating finuncial conditions and customers in
bankrzpiey that continue service subsequent to filing bankruptey, resulting in a greater allowance for doubtful
accounts, Considerable management judgment is required in cvaluating the collectability of reccivables and
establishing the related aliowance for doubtful accounts. If the financial condition of the Company’s customers
deteriorales, the Company’s bad debt expense and cash collecdons will be negatively impacted, The allowance
for doubtful secounts was $11.4 mitlion, or 20% of gross receivables at December 31, 2004, and $15.0 million,
or 26% of gross receivablas st December 33, 2003.

Propergy, Plany, and Equipment

Property, plant, and equipment are recorded at cost, Construction costs, labor, applicable overhead related to
the development, installation, and expansion of the Company's petworks, and interest costs related fo
construction are capitalized. Capitalized Jabor and applicable overhead was $30.8 million, $21.7 million, and
525.4 million for 2004, 2003, and 2002, respectively. Capilalized interest was $2.7 million, 1.3 milion, and
$2.7 million for 2004, 2003, and 2002, respectively. Repairs and maintenance costs are chorged to expense when
incurred. The Company disposes of assefs which are no longer in use, losses on such disposals are included as a
component of depreciation expense and were $7.3 million, $3.6 million and $3.5 million in 2004, 2003, and
002, mespectively.

The Company licenses the right 1o use fiber optic capacity in 23 of its 44 markets from Time Wamer Cable.
The cost of thess rights, which are prepaid by the Company, is capitalized and reflects an atlocable share of Time
Warner Cable’s costs, which prior to July 1998, generally reflected the incremental costs incwred by Time
Warner Cable 1o consteuet the fiber for the Company. Subsequent to July 1998, the Company pays its silocable
share of the cost of fiber and constroction incurred by Time Wamer Cable in routes where the parties are in joint
construction.
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TIME WARNER TELECOM INC.
NOTES TO CONSGLIBATED AN CONDENSED FINANCIAL STATEMENTS—(Countinaed)

Depreciation is providad on the straight-line method over estimated usefal lives as follows:

Bulldings and IMPIOVEMENTS . ...\t orerneieaeieann i aeeaim e r s 120 years
Commuications DEIWOIKS .. v uue e vt iree et iecat ot ananecrra ey 513 years
Vehicles and other equipment . ....... e e 3-10 years
Fiberoplics and fight S0 USE . vt it i i s IS years

Depreciation expense was $220.6 million, $222.9 million, and $237.2 million in 2004, 2003, end 2002,
respectively.

Property, plant, and equipment consist of:

Lecember 31,
2004 2063
{amounts in thousands)
Lasd, buildings and improvements ...... P et § 62318 63,513
Communications networks ... ... ... PR 1,486,273 1.420,230
Vehicles and ofher aguipment .. ... i 158,638 152,744
Fiber and risht touse (N0 AY L. .o L i e 629,089 379,036
2,336,338 2,215,523
Less arcumulated deprociation .1 ..uw e on v ioras it it {1,033,246)  (§32,276)
- O P U, $ 1,303,082 1363247

Goodwill

The Company’s goodwill was primarily generated from acquisitions completed in 1999. In July 2001, the
Financisl Accounting Standards Board (“FASE™) issued Staement No. 141, Business Combinations
(“SFAS 141™), and Stalement No. 142, Goodwill and Other Intangible Assets (“SPAS 1427} SFAS 141 requires
companies to raflect intangible assets apart from goodwill and supersedes previous guidance related to business
combinations. SFAS 142 eliminates amortization of goodwill and amortization of all intangible assels with
indefinite uscful lives, However, SFAS 142 requires the Company to perform impairment tesis at least annually
on pl) goodwiil and indefinite-lived intangible assets. These statements were adopted by the Company on Junuary
1, 2002 and, as required, the Company compleled its fransitions] impairment test as of January {, W2 and its
annual impairment test are completed in the fourth quarter of each year. The adoption of the stalements ¢id not
negatively impact the Company's financial position, results of operations, or cash flows.

(ther Assets

Other assets primarily include deferred debt issuance costs which are smortized 1o interest expense over the
lite of their respective debr agreements.

Impairment of Long-Lived Assets

The Company periodicalty reviews the carrying amounts of property, plant, and equipment and it
identifiable intangible nssets to determine whether curtent events or clreumstances warrant adjustments 1o the
carrying amounts. If an impairment adjustment is decmed nccessary (generally when the net book value of an
asser exceeds the expecied future undiscounted cash flows (o be generated by that asset or groap of assets), the
Toss is measured by the armount that the carrying value of the assets exceeds their fair valwe, Considerable
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TIME WARNER TELECOM INC,
NOTES TO CONSOLIDATED AND CONDENSED FINANCIAL STATEMENTS—(Continaed)

management judgment is necessary (0 estimate the fair value of assets; accordingly, actual results could vary
significantly from estimales. Assets io be disposed of are carried at the lower of their carrying amount or fair
vatue less costs to sell.

On January 1, 2002, the Company adopted FASB Statement No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assers {“SFAS 144™). 1n the fourth guarter of 2002, the Company recorded a $212.7
million impairment charge pursuant to SFAS 144. The non-cash impairment charge primarily relates to the long
hau! network acquired from GST in January 2001, and, w a lesser degroe, certain other Jocal nerwork assets. The
Company acquired the assets froms GST to increase its market presence in the western United States, The
acquisition tnciuded networks in 13 Jocal markets and 2 4,210-mike regional network. Since the time of the
acquisition, over capagity in the Jong han! scotor and a wealer economy Jed 1o decreased demand and significant
prite ecosion surrounding inter-city transport services. The Company generates revenue from these networks and
will continue to do 50 in the furure. The Impairment reflects slower than expected growth in cash flows. The
$212.7 million charge represents the differcnce belween the estimated fair valuz of the assets o a discounted
cash flow basis und their then current camying values. Significant estimates and assumptions used to value these
assets include estimutes of futere revenue growth, margin, and futere investment in property, plant, and
equipment.

Revenue

The Company's revenue is derived primarily from business communications setvices, including dedicated
transport, local switched, long distance, data and Internet access services, and fntercarrier compensation, which is
comprised of reciprocal compensation and switched access services. The Company’s cusiomers are principabiy
telecommunications-intensive businesses, long distance carriers, Internet service providers {¥ISPs™), wireleys
conunuHcations companies, incumbent focal exchange camiers ("ILECs™), competitive local exchange carriers
{“CLECs™), and governmental entities.

Revenye fur dedicated transport, data, Intemer, and the majority of switched services is generally billed in
advanes o a fixed rate basis and recognized over the peried the services are provided. Revenus for the majoricy
of switched access services and long distance is generally billed on a transactional basis determined by customer
usage with some fixed rate clements. The transactional elements of switched services are billed in arrears and
cstimates are used 10 recognize revenug in the period carned.

The Company evaluates whether receivables are reasonably assured of collection based on certain factors,
including the kkelihood of billing being disputed by customers, In situations where a dispute is likely, revenue is
not recognized until cash is collected.

Reciproval compensation is an elemant of intercarsier compensation revenue that represents compensation
from local exchange carriers {"LECs"} for local exchange traffic originated on anether LEC's facilities and
terminated on the Company’s facilines. The Company recognizes reciprocal compensation tevenge primarily on
a cash basis cxcept in those cases where the revenue is under dispute or at risk, in which casc the Compuny
defers recognition of the revenue until the ontstanding issues are resolved. The Company utilizes the cash basis
begause changes in, and interpretations of, regulatory rulings create disputes and often result in significant delays
in payments. The Company recognized $3.9 million, and $1%.1 million, respectively, in settlements of reciprocal
compensation disputes in 2003 and 2002, respectively. Reciprocal compensation represented 3%, 4%, and 7% of
revenue during the vears ended December 31, 2004, 2003, and 2002, respectively. Reciprocal compensation rates
are established by interconneciion agreements between the parties based on federal and state regulatory andg
judicial rutings. A 200} Federal Communications Commission (“FCC™) ruling on reciprocal compensation for
I$P-bound traflic reduced reciprocal compensation rates and capped the number of minutes for which 18P-bound
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traffic can be compensated. Reciprocal compensation rates were further reduced in 2003, The Compzny pays
reciprocal compensation expense to the other LECs for local exchange taffic it terminates on the LEC'S
facilitics. These costs are recognized gs incurred.

Switched access is aiso an clement of intercarrier compensation revenue and represents the connection
between 4 long distance cardier’s point of presence and an end-user’s premises provided through the Company’s
switching facilities, Historcally, the FCC has regulated the access rates imposed by the ILECs, while the access
rates of CLECs have beea Jess regulated. Bffective June 2001, the ¥CC began regulating CLECS’ interstate
switched access charges. Pursuant to the FCC's order, the Company’s rates were reduced and continued to
decline, through Juse 2004, 1o parity with the ILEC rates competing in each area, In addition, when a CLEC
enters & hew markel, its access charges may be no higher than the ILEC's. The CLEC access charge regulation
and related reguiatory developments resuited in reductions in the per-minute rates the Company reccives for
switched access service, There were firther recuctions beginning in Jung 2004, The Company expects that
switched access revenue will continue to decling as a percentage of revenue due to anticipated rate reductions,
There is no assurance that the Company wilf be able to compensate for reductions in switched access revenue
with revenue (rom other soutces. Switched access mvenue represented 3%, 4%, and 5% of 1otal revenue in 2004,
2003, and 2002, respectively,

Stgaificant Castomers

The Company has substantiul business relationships with a few large customers, including major Jong
distance carriers, The Compaty's top 10 customers accounted for 33%, 39%. and 45% of the Company’s
consclidated revenue for the vears ended December 31, 2004, 2003, and 2002, respectively. MCI (Formerly
“WorldCom, Inc.”), which filed for Chapter 1§ bankouptcy prowection in July 2002, accounted for 5%, 8%, and
11% of the Company's ofal revenue during 2004, 2003, and 2002, respectively. Tn September 2003, as part of
the MCI bankreptey procecdings, MCI and the Company entered into a settlerent that tesolved a number of
open disputes and claims through June 30, 2003, including amounts payable 1o and from cach parly. As a resulf
of the settlernent, the Company reeognized $7.4 million of previously deferred revenue and reversed $13.1
million in expenses in 2003 that had been previously cecorded because of uncertainties created by the bankroptey
process. fn addition, both parties agreed on a claim related o MCID's rejection of ceetain contracts. In 2003, the
Company monctized and recognized as revenve this claim by selling it to a third party for approximately $6.9
million in cash, The balance of these disputes angd claims were resolved in the first guarter of 2004, resulting in
recogniton of $2.3 million in previcusly deferred revenye and a reduction of $0.4 million of expense. No
custornar aceounted for 10% or more of total revenue in 2004, 2003, or 2002,

Income Taxes

As of December 31, 2004, the Compuany has recorded a defired fax asset of $58.8 milfion, net of 2
vahuation allowance of $233.3 million. The Company has concluded that it is more likely than not that the net
deferred fax asset of $58.8 million will be realized becayse the Company could utilize tax-planping strategics in
the event its net operating losses were to expire, Howaver, the Company believes there may be risks in realizing
amounts in excess of the $58.8 miflion through utilization of availuble tax plenning strategies. Accordingly, the
Company has established a valuation allowance for amounts in exeess of $58.8 million,

Asset Retirement Obligations

Bffective Janvary §, 2003, the Company adopted the provisions of FASB Stalement No. 143, Accounting for
Agser Retirement Obligations ("SFAS 1437 SFAS 143 requircs that the estimated fair value of an asset
retirement obligation be recorded when incurred, The ussociated asset retirement costs ans caplialized as part of
the canrying amouat of the long-lived asset and depreciated over the asset’s estimated useful fife. The Company
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has asset ratirement obligations related to decommissioning of electronics in leased facilitics and the removal of
certain fiber and condait systems. Considerable management judgment is required in estimating these
obligations, Impottant assumptions inclade cstimates of retirement costs, the timing of tho future retirement
activities, and the likelihpod of retirement provisions being enforced. Changes in these sssumptions based on
future information could result in adjustments (o cstimated liabilities.

In conjunction with the adoption of SFAS 143, the Company recorded a $5.9 million linbility, an asset of
$2.9 million in property, plant, and equipment, and a $3.0 million charge to eamings @ account for the
cumulative effect of the depreciation and aceretion expense that would bave been recorded had SFAS 143 been
in effect in carkier periods, The asset roxirement obligation increased due o the accretion of the Hability and the
recording of additional asset retirement obligations as they oveur, and was $7.3 million and 36.5 million as of
December 31, 2004 and 2003, respectively. The pro lorma effests of the application of SFAS 143 as if the
statzment had been in effect in carlier pariods are prosented below:

Yeur Luded December 31,

04 2603 2002

[mmounts o thousands,

exeept share amguants)
Actunt 10ss, as1eporied ... ... L B{133,037)  (89,336)  (366,035)
Add Back curnulative effect of change in accounling principle . .. — 2,965 —
Less depreciation and accrotion 6Xpense - ... ..uviircnaaa ., — o {904}
Pro forma 1088 . .o ity et B(133,0373 (86,371) (366,939
Pry forma loss pershare ... .. e taeresens e r e 5 (115 {0.753 (3.20)

The pro forma nsset retirement obligation as if SFAS 143 had been in effect in earlier periods is $5.9 million
as of December 31, 2002,

Segment Reporting

As of December 31, 2004, the Company operated in 44 service areas, The Company’s manageent makes
decisions on resource affocation and assesses performance based on towl revenue, expenses, and capital spending
of these operating locatons, Bach of the service arcas offers the sume services, has similar customers and
networks, and are regulated by the same type of autherities, and are managed directly by the Company’s
executives, allowing the 44 service areas 0 be aggregated, resulting in one veportable ling of business.

Loss Per Common Share and Potential Common Share

The Company computes Joss per common share in accordance with the provisions of FASB Statement Nuo,
138, Earnings Per Share, which requires companics with complex capital structares to present basic and diluted
earnings per share (“EPS”). Basic EPS is measured as ihe income or loss available to common stockholders
divided by the weighted average owistanding common ghaves for the period. Diluted EPS is sitailar to basic EPS
but presents the dilutive effect on a per share basis of potential common shares (¢.g., convertible securities, stotk
options, etc.) as if they had been converted at the beginning of the periods presented. Potential comrson shares
thut have an anti-dilotive effect (e.p., those that increase income per share or decreass loss per share) are
excinded from diluted EPS.

Basic oss per share for afl periods prosented herein was compuad by dividing the net loss by the weighted
average shares outstanding for the period.
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The diluted loss per common sharc for alf periods presented was computed by dividing the net loss
aributable o common shares by the weighted average common shares outstanding for the period. Potential
copunon shares related o stock options were not included in the computation of weighted average shares
cutstanding because their inclusion would be anti-dilutive,

Options to purchase 19.2 million, 18,6 yaillicn and 17.4 million shares of the Company's Class A common
stock outstanding wt December 31, 2004, 2003, and 2002, respectively, were excluded from the computation of
weighted average shares outstanding because their inclusion would be anti-dilutive,

Stock Option Accounting

The Company has elected to follow Accounting Principies Board Opinion No. 25, Accounting for Steck
Tysued 1o Employess ("APB 257), and related interpretations in accounting for its employes stoek options. Under
APB 25, because the exercise price of the Company'’s employce stock options is generally equal 10 the market
price of the undetlylng stock o the date of the grant, no compensation expense is recognized. Statgment No.
123, Accounting and Disclosure of Stock-Based Compensation (“SFAS 1237}, establishes an alicrnative method
of expense recognition for stock-based compensation awards 1o emplovees based on fair values. The Company
elected not to adopt SFAS 123 for cxpense recognition purposes,

Pro-forma information regarding net income and camings per share js required by SFAS 123 and has been
determined ag if the Company had accounted for its emplovee stock options under the fair value method of SFAS
123. The fair valve for these options was estimated af the dute of grant using 2 Black-Scholes option pricing
modef with the following weighted-average assumptions: risk-free intercst rate of 3.1% in 2004 and 2003 ang
3.4M% in 2002, respectively: dividend yield of 0.0% during each period; volatiliey factor of the expected market
price of the Company’s common stock of 1.14, 1.20, and 1.26, as of December 31, 2004, 2003, and 2002,
respectively;, and & weighled-average expacted 1ife of the option of five years during each period.

The Black-Scholes aption valaation model was developed for vse in estimating the fair value of traded
options, which have no vesting restrictions and are fully transferable. In addition, option valuation models require
the input of highly subjective assumptions including expected stock price characteristics significantly Jifferem
from those of traded options. Because changes in the subjoctive input assumplions can materiaily affect the fair
value estimate, in management's opinion, the existing models do not necessanily provide 3 reliable single
measure of the fair value of the Company's emmplovee stock options.

The weighied-average fair value of options granted during 2004, 2003, and 2002 was $4.78, $6.06, and
8214, respectively. For puiposes of pro-forma disclosures, the estimated fair value of the options is amortized o
expense over the options’ vesting period. The Company’s pro-forma net loss and pro-forina et 1oss por share, as
if the Company had used the fair value nccounting provisions of SFAS 123, are shown below:

Years ended December 31,
2004 2003 paiiird
(amounts in thousands,

except per share arosunls)
Nt oS o i e e $(133,037)  {89,336) (366,035
Expense calcelated under APB 23 ... ... . ... e e 438 525
Expense caleulated under SFAS 123 .. ... i e, (36,303  (58,390) _(68,490)
Proformanetloss . .. ... i i 31693400 (147,288  (434,000)

Pro forma basic and diluted loss pershare ... ol oLl $ (146} {1.28) {3.78)}
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In Decamber 2004, the FASB issucd Statement No. 123R, Share-Based Payments, (“SFAS 123R7), The
staterment is cffective for the Company as of July 1, 2005, The statement requires recogaition of compensation
zost in financial statements for all share-based payments (including employee stock options) at fair value, SFAS
123R applies to ail fuwure grants, as well as the unamortized expense as of June 30, 2005 relaed to existing
grants. As of Desember 31, 2004, the Company hud approximately 520 million of uaamortized expense related 1o
existing stock option grants that will be recognized over the remaining vesting period of up to 4 years, beginning
i the 3rd fiscal quarter of 2003,

The Company is currently evaloating ils 1olal compensation strategy, including the use of stock-based
compensation. The Company may choose to employ compensation vehicles other than stock options in the future
as part of its overall straregy. The Company’s stock option expense undsr SFAS 123 as disclosed in the pro-
forma disclosure has 2 significant pro-forma impact 1 is results of operations and has been impacted by the high
velatility of the Company’s stock price, The Company cannot vet quantify the impact SFAS 123R will have to its
resulis of operations in the fulure since this will depend on the Company’s equity compensation sirategy, number
of shages granted and the volatility of its stock price.

Estimates

The preparation of financial siatements in conlormity with accounting principies generally accepted in the
United States requircs management o make estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial staements and the reported amonnts of revenue and expenses during the
reporting period. Acteal results could differ from those cetimates. Areas that require significant management
judgments include taxss, revenue and receivables, impairment of long-term assets, regulatory fees, and camier
liabilities. Changes were made to these estimates during the year, however, the imgpact to the financial statements
was immaterial.

Reclassifications
Cerin prior year amounis have been reclassified for comparabifity with the 2004 presentation.

2. Investments

The Company's ivesiments portfolio includes shares of money murket mutual funds and corporate and
municipal debt securities. AH of the Company’s mvestments are categorized as “held-to-maturity” and carried at
amortized cost.

Investments are summatized as follows:

BDecember 3,
2004 2643
(anounts in thousandsy

Cash equivalents:

Sharcs of money miarket mutoal fands ... oL oL e 3 7439 8,712
Corporate and municipal debt securities ... ..., e P 119,083 326,684
Total cash equivalents .. ... . it it ci e 126,512 335396

Marketable dabt securitics—corporate and municipal debt and treasury
FIOMES v e v e et s cneimaacm s a et a e ey 32,454 125,501
Total marketable debt sceurilies - .. .o oo it i 5428066 460,957

The estimated fair value of the marketable debt securities is not materially differcrt from the amortized cost.
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3, Long-Term Debt

Ses Note 11 for a discussion of subsequent financing activitics. The information presented below is as of
Becember 31, 2004,

December 31,

04 W3

(ansunts in thonsands)
9% Semior Notes due 2008 .. o i e e e $ 400,000 400,000
10%a% Senior Notes due 200 ... o i i i 400,000 400,040
Sccond Priority Senior Secured Floating Rate Nows due 2081 .......... 240,000 —
O V% Senior Notes due 2084 L. L e et 200,080 —_
Credit 1Aty . L i e i — 396,000
Total Leng-termdebt .. ... . o e $1,240,000 1,196,000

The schedule of principal payments on fong-term debt as of December 31, 2004 is as follows (amounts in
thousands):

S e e e e exa e % —
1 S e
AT e e e e e da e ar e —
B . SO e 400,000
10,3 T O AR SO A —
Thereafter ............. e s et aa e ra s DI eeeeaen 840,000
TOtal PAYITIGHES L. i i s e re e e a e $1,240,600

In conjunction with an amendment to its Credit Facllity in 2002, the Company increased its borrowings
prder the Credit Facility 10 a total of $420 million by drawing down the $220 million in scnior delayed draw loan
facilities that would bave expired January 10, 2003, and repaying $50 million of the $230 million term loan B. In
conpection with the reduction in total amount of borrowings available under the Credit Pacility, the Company
recorded a $2.0 miltion impairment of deferred financing costs as a compoenent of interest expense.

The $400 million principal amount 9%3% Senior Notes due July 2008 (the “9%:% Senior Notes”) we
unsecured, wnsubordinated obligations of the Company. Interest on the 9%4% Senior Notes is payable semi-
annually on Tanuacy 15 and July 15, Interest expense, including amortization of deferred debt issue costs relating
10 the 9¥.% Seaior Notes, totaled approximately $40.1 million for the vear ended December 31, 2004 and 340.2
million for each of the years ended December 31, 2003 and 2002, At December 31, 2004, the fair market value of
the $400 million of 9¥:% Senior Notes was approximalely $406 million. These notes have not beea listed on any
securities exchange or inter-dealer sutomated quotation system, so the estimated market value is based on
indicative pricing published by investment banks. While the Company believes these approximations to be
reasonably accurate at the time published, indicative pricing can vary widely depending on volume traded by any
given investment bank and other factors,

The $400 million principal amount 10 V8% Seaior Notes due February 2011 {the “10 %% Senior Notes™) are
gnsecured, unsubordinated obligaiions of the Company. Interest on the [04%3% Senior Nows is payable semi-
annually on February 1 and August ¥, Interest expense, including amortization of deferred debt issve costs,
relating o the 1044% Senior Notes wialed approximately $41.7 million, $41.1 milion und $41.7 miltion for
2004, 2063, and 1002, respectively. At December 31, 2004, the fair market value of the $400 million of 10%%
Senior Noiss was approximately $390 miflion, These notes have not been listed on any securities exchange or
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inter-dealer automated quotation system, so the estimated market value is based on indicative priciag published
by investment banks. While the Company believes these approximations te be reasonably accurate at the time
published, indicative pricing can vary widely depending on volume traded by any given investment bank and
other factors.

As of December 31, 2003, the Company’s wholly owned subsidiary Time Warner Tefecom Holdines, Inc.
{“Holdings") maintained a senior secured credit facility with leader commitments of $800 million, of which $420
miltion had been druwn and $396 million was outstanding. Interest expense, including commitment fees and
amortizaton and write-off of deferred debt issue costs, relating to the credit facility totaled approximately $11.8
emifkion and $21.7 million for 2004 and 2003, respectively, On Pebroary 20, 2004, Holdings issued $440 million
in Senior Notes, repaid the outstanding indebtedness of $396 million under the credit facility, terminated the
facility, and cutered into a new $130 million Senier Secured Revolving Credit Facility (the “Revalver™, which is
currently undrawn, Significant terms and components of the fnancing ave detailed below:

*  The $240 million principal amount of Second Priority Senior Secured Floating Rate Notes due February
13, 2011 {the *2011 Notes™) are securcd obligations, on a second lien basis, of Holdings, The 2011
Notes are guaranteed by the Company and its and Holdings’ subsidiaries, The amount of guaruntee
attributable to any one subsidiary is subject 10 a maximum that is equivalent 10 20% of the outstanding
principal balance of the 2011 Notes. Interest is computed based on a specified LIBOR rate ples 4.0%
and is reset and payable quanterly. Based on the LIBOR rate in effect as of December 31, 2004, the rawc
was §.29% and interest expense including amortization of deferred debt issuunce costs was $12.1
million for the year cndad December 31, 2004, including amortization of deferred debt issuance costs
relating o the 2011 Notes, At December 31, 2004, the fair market value of (he $240 million of 2011
Noews was approximately $242 mitlion. These notes have not been fisted on any securities exchange or
mnter-dealer autornmed quetation system, so the estimated market value is based on indicative pricing
published by investment banks, While the Company believes these approximations to be reasonably
socurate al ihe time published, indicative pricing can vary widely depending on volame traded by any
given investment bank and other factors,

»  The $200 million principal amount of 9 V4% Senior Notes due Febraary 13, 2014 (the “2014 Notes”) are
visecured, unsubordinated obligations of Holdings. The 2014 Notes are subject (0 similar guaransess as
the 2011 Notes, except that the goarantees arc unsecured. Interest is payable semi-annually on February
15 and August 15, The notes are guaranteed by the Company and its and Holdings' subsidiaries. Interest
expense including amortization of deferred debt issuance costs relating to the 2014 Nowes was §16.4
million for the year ended December 31, 2004, At Decembser 31, 2004, the fuir market value of the $200
million of 2014 Notes was approximately 5203 million. These notes have not been listed on any
securities exchange or inter-dealer aulomated quotalion system, so the estimated market value is based
on indicative pricing peblished by investment banks. While the Compuny believes these approximations
io be reasonably accurate ar the time published, indicative pricing can vary widely depending on volume
traded by any given investment bank and other faciors.

+ The 8150 million Revolver is fally available on a revolving basis and expires on February 20, 2009, or
“April 14, 2008 if the 934% Scnior Notes remain outstanding on that date. Holdings is the borrower
under the facility and the Company and its subsidiarics and Holdings™ subsidinries are guarantors,
Interest is catculgted based on 4 specified Eurodoliar rate plus 2 Va% to 3%. If the Revolver were drawn,
certuin restrictive finuncial covenants would apply. The Company is required 1o pay commiment fees
on a quartcrly basis of 0.5% per armum on the andrawn avaifable commitment of the Revolver,
Commitment fee expense was $1.1 million for the year ended December 31, 2004, including $415.000
of expense related to the terminated credit fucility, and has been classified as & component of interzst
expensc in the accompanying consoliduted statements of operations,
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The Semior Notes are governed by indentures that coniain certain restrictive covenants. These resuictions
affect, and in many respects significanily Himit or prohibit, smong other things, the ability of the Company to
incur indebtedness, make prepayments of contain indebtedness, pay dividends, make investments, engage in
transactions with stockholders and affilistes, issue capital stock of subsidiaries, croate fiens, sell assets, and
engage in mergers and consolidations.

A of December 31, 2004, the Company was in compliance with all of its covenants.

4. Related Party Transactions

In the normal course of business, the Company engages in varions transactions with affiliates of the Class B
Stockholders, gencrally on nogotisted ferms among the numerous affected operating units that, in management's
vipw, result iy reasonable arms-length terms,

The Company benefits from its relationship with Time Wamner Cable, an affiliate of Time Wamer, both
through access to local rights-of-way and construction cost sharing. The Company has similar armangements with
Bright House Newworks LLC (“Bright House™), an affiliate of Advance/Newhouse, that manages certain cable
systems in Florida and Indiana., Twenty-three of the Company’s 44 markets use fiber capacity licensed from
Time Warnae Cable or Bright Howse (the “Cable Operations™. Under the terms of those agreements, if the
Company wishes o license fiber capacity in addition 10 the capacity initially licensed in 1998, the Company must
pay the Cable Operations an amount equal to the Company™s aflocable share of the total cost of constructing the
route in question. plus permitting and supervision fees as a license fee. The Company pays the license fee at the
time the network is constructed. Under those agreements, the Company licenses discrele fibers and attaches its
own electronics so that the Company’s networks are functionally separate from the Lcensor’s. Pursaant to the
licensing arrangements, the Compaty paid the Cable Operations $2.6 million, 54.0 million, and $3.1 million in
2004, 2083, and 2002, respectively, and éntered fnto a capital lease agreement of $1.5 million during the second
guarter of 2004, These fees are capitalized to property, plant, and equipment and amortized over their uselul lives
as depreciation and ameortization expense. As of December 31, 2004, the Company's property, plant, and
equipment included $188.1 million ia Hoonses of fibor capacity pursuant to the agreements.

Under the licensing arrangement, the Company reimbueses the Cable Operations for facility maintenance
and pole and conduit rental costs. The reimbursements to the Cable Operations aggregated $4.7 million, $3.7
million, and £3.0 million in 2004, 2003, and 2002, respectively, and are a component of operating expenses in
the consolidated statements of operations. In certain cases the Company’s operations are co-located with the
Cuble Operations facilities and are allocated a charge for various overhead expenses, Under the terms of leases
and subleascs between the Company and the Cable Operations, ailocations for rent from the Cable Operations are
wpically based on square footage and allacations for utitity charges are based on actual usage. These charges
aggregated $2.2 million, $1.9 million and %16 million in 2004, 2003, and 2002 respectively, and are a
conmponent of selling, genceal, and sdministrative expenses i the consolidated statoments of operations. The
charges by these affiliates for rent and atilities do not differ matariafly from chargcs the Company incurs in
locations where the Company leases 5pace from unaffiliated pameq ' o

In 2002, the Compdny provuicd technical expertise to Tsme Warner Cahle in c:)nguncnun wnth certain
product development and trial efforts condncted by Time Warner Cable, and secejved $1.0 million In cost
reimbursernent from Time Warner Cable for such services, The reimbursement was accounted for as an offset
operating and selling, general, and administrative 2xpenses in 2002, '

Affiliates of the Class B Stockholders purchase services from the Company. Revenue from these affiliates,
which includes dedicated transpott services, swilched services, and data and Internet services, aggregated $19.9
million, $33.4 million, and $31.8 million for 2004, 2003, and 2002, respectively.
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5. Income Taxes
Income tax expense for the years endod December 31, 2064, 2003, and 2002 is as follows:

2004 23 Uz
(amounts in thousunds)

Current;
BE Bl o v ettt e e e e e e e e e $§— _ -
B 72 AU 636 1,028 @
636 1,027 600
Preferred:
T4 1= 7 A U — [ —
Y 13 £- S OIS e — i
b v v | A PP 5636 1,021 @9

Total income tax expense differed from the amounts computed by applying the federal statutory income tax
rate of 33% to canings (loss) before income taxes as a result of the following items for the years ended
December 31, 2004, 2003, and 2002:

264 03 2002

Federal statuiory income tax expense (henefit) .. ..ol (G307 (35.00% (35.00%
Stale income tax expense (benelil), net of federal income tax expense
21ty TP A PR (5.1} 0.7 3.4)
Change in vatpation allowance ... .o i e 40.3 35.1 38.4
L0 T N UG 0.3 0.4 0.1
Jncome tax expense L. 0.5% 1.2% 0.19%
The tax effects of téknﬁo'r:i’rvy"differeﬁééftﬁ:ﬁ glve rise to' siasiificant componbits ‘of tfié Com pa;1§'s deferyed

tax assers and Habilities at December 31, 2004 and 2003 are as follows:

2004 2003
(anwonnts in thousands)

Current deferred tax assots (Labilities):

Accrucd Habilities .. oo e i s $ 22860  27,8%7
Allowsnce For doubrful 0COUWES L. .. i it e i et Jell 9,809
Deferred FEVEMHE . .ottt st i ettt i e, 10,093 11,439
LT S DA ) {823)
ValUon AHOWANCE © . o vttt ettt et i e i e e, {24.046) (25,898
Clrrent deforred BX G580 MEE o v v v vttt i vrr e b ae e, 12,510 22,414
Non-current deforred tax assets Qiabilitics):
Depreciation and amortization ... ... e o i e (75,064 (35,497
Unrealized SRINS .. .0 iuuir it ine it vana s s amr b e 2a7
Net pperating oss carryforwards . .. .o e 330545 278,732
N A O W AIICE + Lttt h et e b e et ma i r e et e (209.214) (146,928}
Non-current defermed tax assetnet ... ... L. i 46,267 36,060
Nt deforred LK B59BE © o o vttt e e e e e ¥ 38777 58474
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At December 31, 2004, the Company had net operating loss carryforwards, for federal income tax purposes
of approximately $856.9 million. These net operating loss careyforwards, if not utilized to reduce taxable income
in future periods, will expire in various amounts beginning in 2019 and eading in 2024,

In 2002, the Company began to establish a valvation allowance for deferred taxes that reduced its net
deferred tax asset. The additional allowance recorded was $60.4 million and $32.3 miltion for 2004 and 2003
respectively. As of December 31, 2004, net deferred tax assets totaled $58.8 million. The Company has
concluded that it is more Hkely than not that the net deferred 1ax asset of $58.8 million will be realized because it
could utilize tax-planning strategies to realize this amount. However, the Company believes there may be risks in
realizing amounts in excess of the 3588 million through utilization of available tax planning suategics,
Accordingly, the Company has established a valuation allowance for amounts in cxcess of $58.8 million. The
Company’s treatment of deferred taxes and its tax planning strategies are based on certain assumptions that the
Company believes are reasonable. However, actual tesults could vary significantly from current assumptions and
could result in changes o the accounting treaument of these items, including, but not imited to, the necessity w
record & greater valuation allowance.

6 Option Plans - Common Steck and Steck Options
Time Warner Telecom [998 Employee Stock Option Plan

The Company maintains an employee stock option plan that reserved 9,027,000 shires of Class A common
stock to be issued to officers and eligible employess under teems and conditions to be set by the Company’s
Board of Directors. As of December 31, 2004, approximately 5.6 million shares are reserved for issuance upon
exercise of outstending options and approximately {.2 mallion shares are available for grant under the Timg
Warner Telecom 1998 Employee Stock Option Plan. Generally, the options vest over perieds of up to four years
and expire ten years from the date of isswance, These options bave generally been granted w cmiployees of the
Company af on estimated fair value 2t the date of grant, and accordingly, no compensation cost has been
recognized by the Company relating to thiy option plan.

Time Warner Telecom 2000 Employee Stock Plan

The Company maintaing an employee stock plan that reserved 24,500,000 shaves of Class A common stock
1o be issued pursuant to stock options and stock awards granted 1o officers, directors, and eligible employees
under terms and conditions t ba set by the Company’s Board of Directors, As of December 31, 2004,
approximately  13.6 million shares are reserved for issuance wpon exercise of outstanding oplions and
approximately 10.1 miilion shares are available for grany under the Time Warner Telecom 2000 Employes Stock
Plan. Generally, the options vest over periods of up to four years and expire ten years from the date of issuance.
These options have generally been granted to employees of the Company at market value of the underlying stock
at the date of grant, and accordingly, no compensation cost has been recognized by the Company relating to these
options.

Draring 1999, the Company granted options Lo purchase 100,000 shares cutside of the option plan. Deferred
compensation expense of $2.1 million was recorded and was amortized on 2 straight-line basis over the four-year
vésting period, In sach of the years ending December 31, 2003 and 2002, stock componsation expense of
approximately $438,000, and 5525000, respectivaly, was recorded for such options and has been reported as 2
compenent of sclling, general, and adminisumtive expenses in the accompanying consolidated statements of
opemations. No expense was recognized in 2004 for such options a3 these options were fully amortized in 2003,

During 2001, the Company granted restricted stock awards aggregating 275,000 shares to certain officers of
the Company. Defured compensation of $4.0 million was recorded and 18 being amortized on o straight-line
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basis over the four-vear vesting period. 1n 2004, 2003 and 2002, stock compensation expense of approximately
$1.0 miilion was recorded in sach vear £or such stock awards and is reported as a component of selling, general,
and administrative expenses in the accompanying consolidated statements of uperations.

During 2002, the Company granted a restricted stock award for 25,000 shares to an officer of the Company,
Deferred compensation of $128.000 was recorded and is being amortized on 2 straight line basis over the four-
year vesting period. In 2004, 2003 and 2002, stock compensation expense of approximately $32,000, $32,000,
and $18,000, respectively, was recorded for such stock awards and is reporied as 4 component of selling, general,
and administrative expense in the accompanying consolidated statements of operations.

During 2004, the Company gransed a performance contingeat restzicled stock award for 55,000 shares to
certain officers of the Company. In 2004, stock compensation expense of approximately $120,000 was recorded
for such stock awards and is reported as a component of selling, general, and administrative ¢xpense in the
accompanying consolidated statements of operations.

The table below summarizes the Company's stock option activity and related information for the years
ended December 31, 2004, 2003, and 2002,

2004 20683 20602
Wedgirted Wlghted Woighted
Avg Avg Avg
Exercise Exercise Exercise
Options Pricy Ciptions Price Oplions Prive
Options outstanding at beginning of
X U 18,634,561  $20.34 17,368,223  $2291 14369786 $32.16
Granted . ... ive i 2A442,168 587 255815 730 5,069,566 2.51
Exercised . ......ciniveninan.t {229.816) 2.98 (214,489} 3.76 0.9a 11493
Forfeited ..o 0 ooiv o (1,623,290 1903 {1177,327 3192 {2,061,189) 3.2}
Options outstanding at end of year ..., 19,223,622 875 18634361 2034 17,368,223 2291
B st e e p- e —a ey
Exercisable atend of vear ..., .. 12,870,733 2487 10462684  27.66  7,060686 2046

Exercise prices for options outstanding and exercisable s of December 31, 2004, are as follows:

Gptinus Critstanding Options Exercisable

Weighted Avg Weighted Weighted
Numher Resvaining Avg Exervise Nunmber Avg BExercise

Runge of Exgreise Prices Quistanding  Contractual Life Trice Fxercisahle Price
SOT6~109 . i e 3,388 467 7.87 5 1.84 1,735,251 § 1.84
203725 e s e 4,387,490 8.56 537 1,277,042 5.45
T32—1200 ... e 4,032,148 4.96 11.24 3,009,897 11.70
3072700 . . e 2,348,740 6,69 16.26 1,841,781 16.51
STAS—8T00 . e 5,066,777 _5__4_9 48.79 5,006,762 48,80
1875 12870,733 24.87

19223622 662

7. Commitments and Contingencies

The Company leases office space and furniture, switching facilities, and fiber optic use rights. Certain of
these leases contain rencwal clauses.
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At December 31, 2004, commitments under capital and non-cancelable operating leases and maintenance
agreements with terms in excess of one year were as follows:

Fived
Capital (}yemting Maintenaoce
Leases Leases Obiigations

{ammints in thousands)
Year ended December 31:

1 A $ 2541 27547 3.387
W P e e aaaes 2507 24019 4,387
20T e e L0790 21,790 3,387
L S U 1,079 19,784 3387
I e 1,079 18,107 3,387
BN =40 P 9,975 84617 51,345
Totid minimum [ease PAyments .. ..vev v e 518,260 206,464 68,280

Less amount representing interest ... L L 7676

Present value of obligations under capital leases ... ... ..., 10,584

Less current portion of obligations under cupital leases ..., ... .. 1,387

Obligations woder capital leases, exclading current portion . ..., .. $ 9,197

As of December 31, 2004 and 2003, ssscts under capital lease obligations, which primarily consist of fiber
optic metwork components, were $12.5 million and $16.6 million, respectively, with refated accwmulated
depreciation of 54.3 million and $9.4 million, respectively. Depreciation expense related to assets under capital
lease obligations were $1.6 mitlion, $2.0 million, and $4.4 million in 2004, 2003, and 2002, respectively. The
obligalions under capital leases have been discounted at an average impuled interest rate of 10.6%. Rental
expense ander pperating leascs aggresared $34.4 million, $34.1 million, and 333.6 million for 2004, 2003, and
2002, respectively.

Pending legal procecdings are substantiatly limited o litigation incidental 1o the business of the Company,
In the opinion of management, the ulimate resolution of these matters will not have a material adverse effect on
the Compuny's financial statements.

Management routinely reviews the Company’s exposiwre to linbilities incurred in the normal course of its
business operalions. Where a probable contingency exists and the amount of the loss can be reasonably
cstimated, the Company records the extimated liability. Copsiderabie judgment is required in apalyzing and
recording such liabilities, and actiral results could vary from the estimates.

8. P‘mpteyee Beuef' t Plans

Lifecrive lanuary 1, 1999, the Company adopied the Time Warer Telecom 4&}&) th ﬁlhe “40106)
Plan™). Employees who meet certain eligibility requirements may contribute up 1o 60% of their eligible
compensation, subject to statutory Hmitations, to a trust for investment in several diversified investment cholces,
us dirccted by the employee. The Company makes a matching contribution of 100% of each employee’s
conwribution up to a maximum of 5% of the employee’s cligible compensation. Contributions to the 401(k) Plan
agarepated $6.4 million, $5.8 million, and $6.5 million for 2004, 2003 and 2002, respectively.

Effective January 1, 2000, the Company adopted the Time Warner Telecom 2000 Qualified Stock Purchase
Plan (the “2000 Stock Purchase Plan™). Emplovees who mer certain eligibility requirements could elect to
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designate op to 15% of their eligible compensation, up to an annual Hmit of $25,000, to purchase shares of the
Company’s Class A common stogk at a 13% discount to fair market value. Stock purchases occurred semi-
annually, with the price per share equaling the lower of 85% of the market price at the beginning or end of the
offering period. The Company was authorized to issue a total of 750,000 shares of the Company's Class A
common stock over a period of flve years to purticipants in the 2000 Stock Parchase Plan. Ag of Decamber 31,
2004, 2003 and 2002, the Company had issued 200,000, 50,000, and 166,576 shares of Class A common stock
under the 2000 Stock Purchase Plan for net proceeds of $963.000, $285.000 and $222.000, respectively, The
remaning 42,275 shares authorized for the 2000 Stock Purchase Plan but ynissued expired on September 30,
20404,

Effective Ocrober 1, 2004, the Company adopted the Time Warner Telecom 2004 Qualified Stock Purchase
Plan {the “2004 Stock Purchase Plan™). This plan is similar o the 2000 Stock Purchase Plan with respect to
eligitility and the purchase price for semi-amnual purchases. The Company js awthorized to issuc a totsl of
600,000 shares of the Company's Class A common stock over a period of three years to participants i the 2004
Stock Purchase Plan, As of December 31, 2004, no shares had been issued under the 2004 Stock Purchase Plan.

9, uarterly Roesults of Opervatfons (Unaundited)
The following summarizes the Company's unaudited quarterly resuits of operations for 2004 and 2003:

Three Months Ended

{amounis in theusands, excepd per share amounts)
March 31 June3  September 3 December 31

Year Ended December 31, 2004
Total FEVENUE ... it iiers e rne e aes e 5161649 162,826 160,588 168,024
Operating nceme Joss) ..o ciiivis i e (4,793 634 (3,148) (9,856}
B I [ 5 .. (38,831 (27,138 (30,903 (36,1435)
Basic and diluted Woss percommon share .. ... 0. £ (0.8 {0.23) {0.27) {030
Year Ended December 31, 2003
TOUL TEVETIUE o v e e onnen et cnrinsntnsa RN ... 5165013 162772 172,428 169,378
Operating income (loss) ... (5,444 (4,201) R {142)
MNet loss before cumuiative effect of change in accounding
PIINCIPIC - e e vt s it e v e {30,384) (29.001)  (5,658)  (21,31%)
fa T O (U $(33,349) {29,001) {3,658 (21,328)
Basic and diluted loss per common share before
camulative effect of change in accounting principte . .. 026y (025 {0.05) (0.19)

The total net loss per share for the 2004 and 2003 quarters do not equal net 1oss per share for the respective
years as the per share amounts for sach quarter and for cach year are computed based on their respective discrete
pericds,

10, Supplemental Guarantor Information

On February 20, 2004, Holtings (“Issuer’} issued $440 million in Senior Notes consisting of 3240 miltion
principul amount of Second Priority Senior Secured Floating Rate Notes due 2011, and 3204 million principal
amennt of $14% Senior Notes due 2014, These notes are guaranteed by the Company (“Pargnt Guaranior”™) and
its subsidiaries and Holdings’ sebsidiacies (“Combined Sobsidiary Guaraniors™). The guarantess are jomi and
several, A significant amount of the Issuer’s cash flow is generated by the Combined Subsidiary Guarantors, Asa
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result, funds necessary to meet the Issuer’s debt scrvice obligations are provided in large part by distributions of
sdvances from the Combined Subsidiary Guarantors. Under certain circumstances, contractual and legal
restrictions as well as the Company’s financial condition and operating requirements and those of the Company’s
subsidiaries could Hmit the Issuer's ability to obtain cash for the purpose of meeting its debt service obligations,
including the payment of principal and inerest on the 2011 and 2014 Notes.

The following information sets forth the Company’s Condensed Consolidating Balance Shests as of
December 31, 2004 and 2003, Condensed Consolidating Statements of Operations for the years cnded
December 31, 2004, 2003, snd 2002 and Condensed Consolidating Statements of Cash Flows for the years ended
Decamber 31, 2004, 2003, and 2002,
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TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING BALANCE SHEEY
December 31, 2004

Combined
Parent Subsidincy
CGoarantor fusuer Guarantors Fliminutiony  Consolidated
Camtrands I trowsands)
ASSETS
Current assess:
Cash apd cash equivalents .. ... ... 5 132 130,561 {761) — 130,032
THVESHMENTS ...t an s e 23,834 278620 — — 302,454
Rectivablea, el ., oo oaine e — 6 45,441 — 45,55%
Prepaid capenses and other urrent
ASSEBES .o e e 2,828 77608 2,495 — 13,088
Dieforred inCOmMe 1585 .. ... . ovo . 3,685 6,823 o i 12,510
Total current assets ... .o ov i, 32,499 423937 47,125 - 503,661
Property, plant and equipment, nel ... ... .., — 46497 1,256,395 - 1,303,092
{referred [EGME WXSE ... .o uaenane ey 14692 31623 — — 46,267
Goodwill ... e e — 773 — 26,773
Oither assers, net of scoumulated
AMOEZHION - . . v v s i e i e e s 11,478 13,151 1,136 — 258,798
Totad @S58E5 o 0o or e e § 38619 5315240 133,709 —_ 1 .9&5,588_
LIABILITIES AND STOCKHOLDERS
EQUIEY (DEFICIT)
Current liabilies:
Accoants payable ... . eas § —_ £BY1 40,613 e 42,304
Other current Habilities ... e 35241 44,481 150,514 Lo 239236
Intgreompany payable {receivable) .. ... {1.886,57%y 29672 1,836,901 -_ -
Total current liabilitias ... ..... .. {1.851,332) 75044 2037028 - 81,740
Losses in subsidiary in excess of investment .| 742,793 343438 — (1,088,2313 —
{.ong-term debt and capizal leuss obligaiions ., 0000 440813 8282 - 1,249,197
Other longeteye Yisbilities ... ... 0 e — 7493 o 74493
Swnckholders” syguity {deficity ... .. 367,138 (347,157 (743,074} 1,088,234 367,158
Total Habiities and stockholders’
equity (deficity .. ..o ol $ 580610 513240 £331,7720 — 1,905,588
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FIME WARNER TELECOM INC.
CONDENSED CONSOLIDATING BALANCE SHEET

Pecember 31, 2003
Combined.
Paurent Leheidiury
Guaranine LET T Guaraniors Elimingtions Censolidated
famisunls in thousands)
ASSETS
Current assets:
Cash and cash cquivalents ... ... ... £ 10939 3437216 (143) e 353,032
TIVESHTIENES v uv e timnoneraarne s 14372 111,389 —_— s 125,581
Receivablas,met ..o .ot 49 123 42,797 - 42,969
Prepaid expenses and other current
ASREES .. e euir e 1,300 6,312 2,899 — 10,511
Deferred tncome taxes ... ... ... ... 17322 3082 o — 22414
Total current 638ets ... . ... ... 43,802 465,132 45,553 — 554,487
Property, plant and egaipment, 5el ..., — 64323 1,298,924 e 1,363,247
Dieforred OOES XSS o .o vh e vneen oo 2,843 337213 — -— 36,060
Goodwill .. . e s e e 26,773 o 26,773
Other assets, net of sccumulated
AMOTUZACH . . vt e e 14,705 Q470 1,141 - 25,316
Tokal assols ... e e a s $ 61,352 572140 1,372,391 — 2,005,883
LIABILITIES AND
STOCKBOLDERS EQUITY
{DEFICIT)
Current Habilities:
Accounts payable ... .. ... L. S — 1,137 38,959 — 40,096
Other cusrent labilities ... ... ... 34,916 41883 180,792 — 257,593
Tatercompany payable
{receivable) ... oo {1,882,049) 134,509 1,747,540 — -
Current portion debt and capital lease
obligations ....... .o e ens — 38 467 —_ 523
Total current Habilitles ... .. {1,847,133) 177,589 1,967,758 — 268,214
Laosses in subsidiary in excess of
TVESIIIRNL . .t cm e GI06RG 280,324 {891,210) -
Long-term debt and capital lease
oblgatians ... ... il ee 800,000 396,563 6,820 - 1,203,383
Other long-term Huabilities ... ... . — — 5,487 o 6,487
Stockholders™ eguity {deficit) ....... ... 497,799 {282,536} {608,674} §91,210 497,799
Totad Babilitics and
stockholders” equity
(17171 4 N $ 61,352 572,140 1,372,391 -— 2,005,883
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TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended December 31, 2004

Caabhined
fareni Subsidiary
Gaaraalor Issucr Guatandors  THminutiens  Cuaselidaled
(amounts in thousands)

Ot  TEVERBE « . vt e vaein e rrenar s s — - B533,087 — 653,087
Costs and expenses:
Operating, selling, general and administrative . . - 123195 316,407 — 439,602
Depreciation, amortization and sceretion ... .. .. - 28744 201,944 —_ 230,688
Corporate expense allooation .. ... ..., - {131,939y 151,939 - o
Total costs amd CXPENSES L. .. i i — — 670,280 — 670,290
Operating l0ss .. ..o o e . — (17,2033 — (17,203}
Taterest CXpense, Bel ... ... . cvivennennias (§1,48%) {29,085 {5,338} p— {115,908)
Interest expense allocation ... ... .. L.l 80,775 29085 (104,860 — —
Invesiment Zalt ... .. ... . i 710 — ein — 710
Loss before income taxes and cyuity in

undistriboted losses of subsidiaries .. ... .. ... — — (132401} —_ (132,401)
ICOME $X @XPENEC ..., ot eeanrcraenas e 186 350 e — 636
Net loss before cquity in undistributed losses of

subsidiaries ... e e {186} {450y (132400 — (133,03
Baquity in andistributed Josses of subsidiaries . ... {132,851) {64,171 — 197,022 o
NelloSS oo r e i isacmar e s s $(133,037) (64621 (132,301) 197,022 {133,037)
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TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended December 31, 2063

Conlitaed
Parent Subsidiary
Guaruntor Issuer Guarantors  Fliminations  Consolidazed
{amounis in thousands)
TotalTevenue . ........c.vreuneeninnnnn. $ —_ m— G69.59] — 660,591
Costs and cxpenscy;
Operating, selling, gencral and
administeative ... ... L — 125,672 312,175 e 437,247
Depreciation, amorlization and accretion .. ... e 32,563 191,341 _— 223004
Corporate expense alfocation .. ... . ...... R {157,635 157433 o
Total costs and eXpeEnRses ... vl o e 661,151 — 561,151
Cperaling inCome .. ..ovenrenrennnan. vas — s 8,440 — 8,440
Interest cxpense, Bet .. .. ias o . (80.5643  (I3,180p {4,060 — (97,784
Tnterest allOCation .. ... .o i 76,570 13160 (89,7300 -
Investment losses, nel .. ... ... oo 3,954 . - — 3,994
Lass hefore income taxes and eguily in
undistributed losses of subsidiaries .. ... .. e — {85350} — (85,3500
TRCOme tAX SXPEMSE it v crn i eenann — G713 46 102t
Net toss before equity in undistributed Josses
of subsidiaries and curnmulative effect of
change in accounting principle ... e (975)  {83.396) e 86,371}
Equity in uadistributed fosses of
SUBSIAMITIES v v v vt e e {89,336} (37,998 e 127,334 —
Net loss before cummulative effect of change in
actounting prineiple ... L.l (89,336) (38,973) (B5396) 127334 {86,371)
Cumulative effect of change In aecounting
PERCIPIC .. e — - 2,563 — 2,965
Netloss .o i i i, $(89,3346) (38,9737 (88361y 127334 {89,336}
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TIME WARNER TELECOM INC.

CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended Decamber 31, 2007

Lombined
Tarent Subsidiary
Gaarandor Essuer Guupgntor  Efiminations  Consolidated
{atnounts in thousands)
TOMITOVEIUR oottt criecrmnrcneenenns ;3 — — 695,574 —_ 695,574
Costs and expenses:
Operating, selling, general and admindstrative .. .. — 133352 373006 —_ 506,358
Depreciation and amortization . ... ... — 43310 191,800 —_— 237,310
Corporate expense allocation ... ..o ... —  (178,862) 178862 —_ e
Impalrment of assets ... L i oo — e 12 B6T — 212,667
Total costs and expensts ... 0ae — 856,333 - 956 333
Opurating [oBS ... . .evvniiiirisiieaninacs —_ {260,761} — (260,761)
TAtErest eXpPense, BeL o v v e v i i e (81.801) (20974 1431 —_ {101,434}
Interest allocation ..o ovt i as 85,138 20974 (106,103) — —
Investment lo8Ses, Bel .. .. ir e ooy eiinn o (3,240) — — e {3,240)
Loss before invome taxes and eguity in
undistributed losses of subsidiadies ... ... .. —_ - (365 ,435) — {365,435}
INCOME (AN BXPEIISE « . oo vriiaen et - 500 e —— 600
Net loss before equity in undistriboted losses of
SUBSTOINETES « .0t ie s e -— {600y (365435 — (356,035
Equity in undistributed iosses of subsidiarics ... _(366,035) {208,649 — 574084 o
NetIOBS L. vt int e i ein e, $(366,035) (209,249) (365,435) 374,684 (366,035)
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TIME WARNER TELECOM INC,

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Ended Decomber 31, 20604

{Combined
Parent Subsidisry
Guaranior Issuer Guaraniors  Elmlaations  Consolidited

{amonnds [n thousands)

Cash flows from operating activities:
Metloss oo i i e $133,037) (64621 (132401 197,022 (1330370
Adjustments to reconcile net loss w net cash
provided by (used in) operating activities:

Depreciation, amortization, and aceretion .. - 28,744 201,944 e 230,688
Tntercompany change ... ... ... (33600 (104,837} 303218 {197,022 —
Amortization and impairment of deferred
debt ISSHE COSIS .. .. vunrvinennnen. s, 2.39] 10,463 — — 12,854
Investment Zains, net .. .o v iiia i iaa s {710} e e — {710
Stock based compensation ... ... _ — _— 1,164 — 1,164
Changes in operating assets and labilities .. 13,176 62,379 (217,967) -— (24.418)
Net cush {uscd in) provided by operating
AEHVITIES v e e {3,546} {67,872y 157,959 — $6,541
Cash flows from investing activitias:
Capitaf expenditurts ..o i eas e 418 (159411 N (167,829
Purchases of investments .. ............ ... (37.862) (509.086) - — (346,948)
Procesds from marurities of investments .. .. 28200 344,955 — — 373,153
Other investing activities ... .. .o oL 752 — 2,100 —— 2,852
Net cash used in investing activities .. ... {8,910 (172.54% (157,311 e {338,770}
Cash flows fromn tinancing activities:
Net proceeds from issuance of debt .. ... ... — 425858 e —_ 425,858
Repaymentofdebt ... .......... ......... — {306,000 — — (386,000}
Net procaeds from issuance of common stock
upon exercise of stock options .. ... ... ... 636 - -— o 686
Net proceeds frome issnance of cormmon stock
in connection with the employes stock
purchaseplan .. ... ... ol 963 e — o 963
Payment of capital lease obligations ... ...... e {992) {1,266} —_— {2,258)
Net cash provided by {uxed in) financing
BOHVILES .o 1,649 28,866 {1,266} - 29,249
Decrease in cash and cash equivalents . .. {10,807 (211,555) (618) e (222,980
Cash and cash equivalents at begioning of
| P 10,939 342,216 (143) —_ 353,032
Cash and cash equivalents ar end of
Y S 5 152 130,661 (761} — 130,052
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TIME WARNER TELECOM INC,

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
Year Eaded December 31, 2063

Comisined
Parent Subsddiary
Guaraator Tssuer Guargntors  Eliminadons  Consolidated
(zeatnts in thoosands)
Cush flows from operating activities;
MNetloss ..o e s 5(8%.236) {38,973} (88361 1273%4 {89,3363
Adjustments to eeconcile net 1oss 1o net cash
provided by (used in) operating activities:
Depreciation, amortization, and sceretion . .. — 32363 191341 —— 223904
Iorercompany change ... . .oiel i 104,072 3923 23,339 (127.33) —
Amortization of deferred debt issue costs .. 2,392 322 — - 4,514
Camulative effect of change in accounting
principle ...l — — 2,965 e 2965
Investment gaing, net ..., ... .. ... .. {3,993 — — — (3,994
Stock based compensation ..., ... - e 1,481 — 1481
Changes in operating assets ang hiabilities,
net of the effest of scguisitions ..., .. .., (15,8047 10612  {i0,721} s {15913
Net cash {used in} provided by operating
acHRVILI®S ... ... ..., (6,670 10247 120,044 —— 123,621
Cash flows from investing activitics:
Capital expenditures ... ........vt e ionn., - {14867y (114,830 - {129,667)
Parchises of fnvestiments .. ... .. ........... {23,295 (237.213) - —_— (260,508}
Procoeds {Yom maturities of investmems . ... .. 9,123 125,824 — — 134,947
Proceeds from sate of assets . ... ..., .. ... 4,347 — 176 e 4,573
Net cash used in jnvesting activities . .. . .. 9775} (126,250) (114,634) — {250,685
Cash flows from financing activities:
Repaymentofdebt ........... ... .. .. ... — {24,0003 — o (24,000)
Nel procecds from issuance of common stock
upon exercise of stock options ... ... ... 2,287 —_ (1,481 e 806
Net proceeds from issuance of common stock in
conaection with the employee stock purchase
Plan o o 2835 — — e 285
Payment of capital lease obligations ., ..... .. - {32} {3423 e {3.455)
Net cush provided by (used in} financing
BCHIVILISS ... L. 2,572 (24030 {4,904) — {26,364)
{Daorease) increase in cash and cash
eauivalents ... ... e {13.573) 140,041 486 - {133,428
Cush and cash equivalents af begimming ot
= 24,832 482,257 {620 — 506,460
Cash and cash egaivalents at ond of
VO o e e $ 10,959 342,716 {143} — 353,032
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FIME WARNER TELECOM INC.
NOTES TO CONSCQLIDATED AND CONDENSED FINANCIAL STATEMENTS~{(Continued)

TIME WARNER TELECOM INC,

CONDENSED CONSCLIDATING STATEMENT OF CASH FLOWS
Year Ended December 31, 2002

Cash flows from operating activities:
Metloss ........... e
Adjustroents o reconcile not loss o net cash

provided by {used in) perating activities:
Depreciation and amortization
Intercompany change
Amortization and impairment of deferred debt
issue costs
hapairment of assets related o restructure
charge
Investment losscs, net
Stock based compensgation
Tmpairment of assets
Changes in operating assets and liabilities

.....................
......................

Net cash provided by (used in) operating
ACHVILES ... et
Cush flows from investing activitics:
Capital expendilures ... oiaiiiiaa
Porchases of invesoments
Proceeds from maturities of investments ... ..,
Proceeds from sale of assets

Net cash used in investing activiries

Cash flows from financing activities:
Net proceeds from issuance of debt
Repayiment of debt
Net proceeds from Isswancs of comnion stock upon

exercise of stock options
Net proceeds from issuance of common stock in
connection with the employee stock parchasc
pian
Payment of capital lease obligations ............

Net cash provided by (ssed in) financing
activitics

PR N I I I

Increase (decrcusc) in ¢ash, cash equivalents,
and ¢ash held in escrow
Cash and cash equivatents a¢ beginning of
year

...............................

Cash and cash equivalents ol énd of year .. ..

Combingd
Subsidtary
Guaeantors  Elimimations  Consolidated

Poareot

Guarauiyr {ssner

{amspunts In thousands}

$(366.033) (209,249} (365435) 574,684  (366,035)

— 45510 191,800 - 237,310

347,224 192324 35136 (574,684 —

2,392 4134 we — 6,526

— —_ (694) . {694)

3,240 — — — 3,240

— — 1,395 — 1,595

e 212,667 — 212,667

37644 (71863}  1.176 — {33,043}

24465 (33,144) 76,245 ~  $1,566

— (289323 (75,899} —  (104,831)

—  {(8.546) — — (8,346}

— 27000 — - 27,000

- ~ 2412 — 2,412

- (10478) {73,487 — _(B3965)

— 216770 e — 218,779

— {50,000} — — {50,000}

145 — — — 145

222 . - e 222

— — _{387% — {3,878)

367 166,770 (3.878) — 163259

24,832 117,048 (1,120) — 140860

— 365,109 491 — 365,600

$ 24832 482257 {629} -~ 506,460
F-31




TIME WARNER TELECOM INC,
NOTES TO CONSOLIDATED AND CONDENSED FINANCIAL STATEMENTS—{Continued)

11, Subseguent Event

On Febraary 9, 2005, the Company™s wholly-owned subsidiary, Time Warner Telecom Holdings Inc,
{“Holdings’) issaed an additional $200 million in 9 V4% Senior Notes due February 15, 2074 (the "2014 Notes™),
The 2014 Notes arz unsecured, unsobordinaed obllgadons of Holdings and are guaraniged by the Company and
certain of its and Holdings' subsidiaries, subject o certain limits, Proceeds from the financing will be used for
futare capital expenditures. Immediately following the financing, the Company called for the redemption of 3200
million of its %% Sensor Notes da July 15, 2008, Approximately $210 million of cash on hand was used to
redeem $200 million aggregate principal mmount at a redemption price of 103 ¥4% plus accrued intevest.
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TIME WARNER TELECOM LLC

SCHEDULE H—YALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2004, 2003, and 2002

Additions/
Balunce Charges to Baluace ut
at Beginning  Costs and End of
OF Period Expenses  Deductions Period
(amounis in Hiousands)
For the Year ended Decomber 31, 2004
Adlowanee for doubifel accounts receivable Lo £13.01 10,754 (14.350y L1 415
for the Year caded December 31, 2003
Allowance for doubi{uf accounts receivable ... . ... ..., $21.948 2,605 275401 15,011
For the Year ended Decernber 34, 2002:
Allowance for doubtful accounts receivable ... .. ... .. .. $29.778 32,469 {40301y 21,946
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